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Ref. No. 1097

EXPOSURE DRAFT

This draft has been prepared for discussion pur
poses. It has not been adopted by the Accounting
Principles Board and should not be considered as
indicative of the views of any or all Board members.

Proposed APB Opinion
Interim Financial Reporting

This draft Opinion establishes minimum acceptable
standards of reporting for both complete interim finan
cial statements and for summarized interim financial
data. It also outlines the applicability of generally ac
cepted accounting principles to interim financial in
formation and indicates types of disclosure necessary
to report on a meaningful basis for a period of less than
a full year.

Issued by the Accounting Principles Board of the
American Institute of Certified Public Accountants
for Comment from Persons Interested in Financial Reporting
Comments should be received by February 16, 1973 and
addressed to Richard C. Lytle, Administrative Director, APB
at the Institute’s Offices, 666 Fifth Avenue, N.Y., N.Y. 10019

EXPOSURE
DISCUSSION

DRAFT
essary to report on a meaningful basis
for a period of less than a full year.
5. The determination of the results
of operations on a meaningful basis for
intervals of less than a full year pre
sents inherent difficulties. The reve
nues of some businesses fluctuate widely
among interim periods because of sea
sonal factors, while heavy fixed costs
incurred in one interim period may
benefit several periods. In these situa
tions, the financial information for
periods of less than a full year may
be of limited usefulness. In other situ
ations costs and expenses related to a
full year’s activities are incurred at
infrequent intervals during the year
and need to be allocated to products
in process or to interim periods to
avoid distortion of results in the
period of the expenditure and in other
interim periods. In view of the short
time intervals in interim periods, many
costs and expenses must be estimated.
For example, extensive reviews of in
dividual inventory items, costs on in
dividual long-term contracts and pre
cise income tax calculations may not
be practical to perform for each in
terim period. Subsequent refinement
or correction of these estimates in later
periods may distort the results of
operations of such interim periods.
Similarly, the effect of extraordinary,
unusual or nonrecurring items on the
results of operations in an interim
period will often be more pronounced
than it will be on the results in the
annual report. Special attention must
be given to disclosure of the impact
of these items on financial information
for interim periods.

1. The purpose of this Opinion is
to clarify the application of accounting
principles and reporting practices to
interim financial statements and sum
marized interim financial data ( referred
to herein as "interim financial infor
mation” ) issued for external reporting
purposes.
2. Interim financial information pro
vides current data during a fiscal year
on financial position, results of opera
tions and changes in financial position.
This information may be issued on a
monthly or quarterly basis or at other
periodic intervals and may take the
form of either complete financial state
ments or summarized financial data.
Interim information is often provided
for each interim period or on a cumu
lative year-to-date basis, or both, and
for the related periods of the preceding
year.
3. Some companies issue complete
financial statements on an interim basis
that purport to present financial posi
tion, results of operations and changes
in financial position. Others frequently
issue condensed and selected data on
an interim basis to highlight significant
financial or operating results. This
Opinion establishes minimum accept
able standards of reporting for both
complete interim financial statements
and for summarized interim financial
data.
4. APB Opinions and Accounting
Research Bulletins make few specific
references to the applicability of gen
erally accepted accounting principles
to interim periods. A wide variety of
practice exists in the application of
accounting principles and practices to
interim financial information. This
Opinion indicates the applicability of
generally accepted accounting princi
ples to interim financial information
and indicates types of disclosures nec

6. Despite these inherent difficulties
and limitations, periodic and timely
financial information during a fiscal
year is useful to investors and others.
The principal objective of this Opinion
is to provide guidance on the central
accounting and disclosure issues pecu
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liar to interim reporting. The Opinion
is not intended to deal with unresolved
matters of accounting related to annual
reporting.

DRAFT
these estimates and allocations should
also conform with generally accepted
accounting principles, and be applied
on a consistent basis.

OPINION

Revenues
9. Revenue from products sold or
services rendered should be recognized
as earned during an interim period on
the same basis as followed for the
full year. For example, revenues from
long-term construction-type contracts
accounted for under the percentage-ofcompletion method should be recog
nized in interim periods on the same
basis followed for the full year. Losses
projected on such contracts should be
recognized in full during the interim
period in which the existence of such
losses become evident.

Applicability of
Prior Opinions
7. The Board has reviewed the appli
cability of APB Opinions and Account
ing Research Bulletins in relation to
the current practices followed in the
preparation and reporting of interim
financial information. The Board be
lieves the accounting principles and
reporting practices in the Opinions
and Bulletins should apply to interim
financial information in the manner
set forth in this Opinion. This Opinion
(1 ) outlines (paragraphs 8-27) the
application of generally accepted ac
counting principles to interim financial
information, (2 ) provides ( paragraph
17) for the use of effective income tax
rates (thus modifying paragraph 6 of
APB Opinion No. 11, Accounting for
Income Taxes) and (3 ) modifies cer
tain disclosure requirements (para
graphs 28-34) of prior Opinions and
Bulletins when summarized interim
financial data are presented.

Costs and Expenses
10. Costs and expenses for interim
reporting purposes may be classified
as:
a) Costs associated with revenues—
those costs that are associated di
rectly with or allocated to the
products sold or to the services
rendered and which are charged
against income in those interim
periods in which the related reve
nue is recognized.
b) All other costs and expenses (pe
riod costs)— those costs and ex
penses that are not allocated to
the products sold or to the services
rendered and which are charged
against income in interim fiscal
periods as incurred, or on an esti
mated or time expiration basis.

Standards for Determining
Interim Financial Information
8. Interim financial inform ation
( statements or selected data) should
be based upon generally accepted ac
counting principles and practices that
conform to those used in the prepara
tion of the latest annual financial state
ments, unless a change in an account
ing practice or policy has been adopted
in the current year (paragraphs 2026). However, the fair presentation of
financial information for an accounting
period of less than a full fiscal year
may involve estimates and allocations
of annual costs and expenses to interim
periods. Practices followed in making

Costs Associated with Revenues
11. Those costs and expenses that are
associated directly with or allocated to
the products sold or to the services
rendered for annual reporting purposes
( including, for example, material costs,
wages and salaries and related fringe
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benefits, manufacturing overhead, and
warranties) should be similarly treated
for interim reporting purposes.

DRAFT
period and to present fairly the assets
and liabilities at the reporting date.
The same objective exists at interim
reporting dates. The Board has con
cluded that the following standards
should apply for period costs that are
estimated or allocated in determining
amounts to be reported for each in
terim period:
a) Costs and expenses other than
product costs should be charged
to income in interim periods
based upon the activities and ben
efits associated with the period.
Procedures adopted at interim re
porting dates should achieve in
come reporting results consistent
with those followed at annual re
porting dates.
b) If, in interim periods, costs and
expenses other than product costs
are charged to income as incurred
rather than to the period bene
fited ( the preferred method de
scribed in (a ) above), disclosure
should be made as to the nature
and amount of such costs unless
comparable items are included in
both the current interim period
and in the corresponding interim
period of the preceding year.
c) Arbitrary assignment of the
amount of such costs to an in
terim period should not be made.
d) Gains and losses that arise in any
interim period similar to those
that would not be deferred at
year-end should not be deferred
to later interim periods within the
same fiscal year.

12. Practices vary in determining cost
of inventory. For example, cost of
goods produced may be determined
based on standard or actual cost, while
cost of inventory may be determined
on an average, fifo, or lifo cost basis.
Companies should use the same in
ventory pricing methods, and make
provision for market evaluations at
interim dates on the same basis, as
used at annual inventory dates. Losses
incurred should not be deferred beyond
the interim period in which they occur.
Companies that use standard cost ac
counting systems for determining in
ventory and product costs should gen
erally follow the same procedures in
reporting price, rate, usage or efficiency
variances from standard cost at the
end of an interim period as followed
at the end of a fiscal year. Volume or
capacity cost variances that are planned
or expected to arise during interim
periods should not ordinarily affect
interim income. The effect of un
planned or unanticipated volume vari
ances, however, should be reported at
the end of an interim period following
the same procedures used at the end
of a fiscal year.
All O ther Costs and Expenses
(Period Costs)
13. Charges are made to income for
all other costs and expenses in annual
reporting periods based upon (a ) di
rect expenditures made in the period
(salaries and wages, advertising), (b )
accruals for estimated expenditures to
be made at a later date (vacation pay,
annual furnace repairs), or (c) amor
tization of expenditures made that
affect more than one annual period
(insurance premiums, interest, rents).
The objective in all cases is to achieve
a fair measure of income for the annual

14. The presentation of exhaustive
examples of application of the stan
dards set forth in paragraph 13 is not
possible; however, the following ex
amples of applications may be helpful:
a) In the event a cost that clearly
benefits two or more interim peri
ods (e.g., furnace repairs) is ex
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b)

c)

d)

e)

pensed for annual reporting pur
poses, each interim period should
be charged for an appropriate
portion of the annual cost by the
use of accruals or deferrals.
Quantity discounts on sales prices
allowed customers may be de
ducted from revenues at the date
allowed during the year for an
nual reporting purposes, but
should be charged in each interim
period based on the sales to the
customers during the interim pe
riod in relation to estimated an
nual sales.
Property taxes (and similar costs
such as interest, rent) may be ac
crued or deferred at annual re
porting date, to achieve a full
year’s charge of taxes to costs
and expenses. Similar procedures
should be adopted at each interim
reporting date to provide an ap
propriate cost in each period.
The anticipation of advertising
costs by accrual of such costs in
periods prior to when the cost is
incurred or the service performed,
is not appropriate since costs
would thereby be charged to a
period which could not have bene
fited from the advertising.
The settlement of tax liabilities
for amounts different from those
previously provided should be
recognized in the interim period
of settlement and not prorated
over the remaining periods of a
fiscal year.

DRAFT
ticipated annual amount. Examples of
such items include inventory shrinkage,
allowance for uncollectible accounts,
allowance for quantity discounts, and
discretionary year-end bonuses.
Seasonal Revenues, Costs, or
Expenses
16. Revenues of certain businesses
are subject to material seasonal varia
tions. Although costs and expenses
may be appropriately allocated to rev
enues in each interim period, it is de
sirable to avoid the possibility that
the results for an interim period with
material seasonal variations may be
taken as fairly indicative of the esti
mated results for a full fiscal year. Such
businesses should disclose the seasonal
nature of their activities, and consider
supplementing their interim reports
with information for twelve-month
periods ended at the interim date for
the current and preceding years.
Income Tax Provisions
17. In reporting interim financial
information, income tax provisions
should be determined under the pro
cedures set forth in APB Opinion Nos.
11, 23, and 24. At the end of each
interim period the company should
make its best estimate of the effective
tax rate expected to be applicable for
the full fiscal year. That rate should
be used in providing for income taxes
in the interim period. The effective
tax rate should reflect investment tax
credits, foreign tax and tax loss carry
forward and carryback effects and other
available tax planning alternatives. The
tax effects of losses that arise in the
early portion of a fiscal year ( in the
event carrybacks of such losses is not
possible) should be recognized only if
the criteria set forth in paragraph 45
of APB Opinion No. 11 are met. Such
losses may be recognized in a later
interim period of a fiscal year if their

15. The amounts of certain costs and
expenses are frequently subjected to
year-end adjustments even though they
can be reasonably approximated at in
terim dares. To the extent possible
such costs and expenses should be esti
mated and assigned to each interim
period so that each interim period
bears its reasonable portion of the an
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realization, although initially uncertain,
later becomes assured beyond reason
able doubt. Changes resulting from
new tax legislation should be reflected
after the effective dates prescribed in
the statutes.

DRAFT
pected to affect the fairness of presen
tation of financial data should be dis
closed in the first interim report in
which the events are known. Disclo
sure should continue until the contin
gency has been removed, resolved, or
has become immaterial.

Extraordinary, Unusual,
Nonrecurring and Contingent
Items

Accounting Changes
20. Each report of interim financial
information should indicate any change
in accounting principles or practices
from those applied in (a) the com
parable interim period of the prior
annual period, (b ) the preceding in
terim periods in the current annual
period and (c) the prior annual report.

18. Extraordinary items should be
disclosed separately and included in
the determination of net income for
the interim period in which they occur.
The provisions of paragraphs 21 and
22 of APB Opinion No. 9,1 dealing
with the criteria for the determination
of extraordinary items, should apply
in determining whether the effects of
an event or transaction should be segre
gated in interim financial reports as
an extraordinary item. In determining
materiality, extraordinary items should
be related to the estimated income for
the full fiscal year. Effects of unusual
and nonrecurring transactions and
events that are material with respect
to the operating results of the interim
period but that are not designated as
extraordinary items in the interim
statements should be disclosed to pro
vide information needed for the proper
understanding of interim reports. Ex
amples include unusual seasonal results,
business combinations treated for ac
counting purposes as poolings of in
terests, acquisition of a significant
business in a purchase, and disposition
of a significant portion of the business.
Extraordinary items and unusual items
should not be prorated over the bal
ance of the fiscal year.

21. Changes in an interim or annual
accounting practice or policy made in
an interim period should be reported
in the period in which the change is
made, in accordance with the provi
sions of APB Opinion No. 20, Account
ing Changes.
22. Certain changes in accounting
principle, such as those described in
paragraphs 4 and 27 of APB Opinion
No. 20, require retroactive restatement
of previously issued financial state
ments. Paragraph 26 of APB Opinion
No. 9, Reporting the Results of Oper
ations, requires similar treatment for
prior period adjustments. Previously
issued financial statements must also
be restated for a change in the report
ing entity (see paragraphs 34-35 of
Opinion No. 20) and for correction of
an error (see paragraphs 36-37 of
Opinion No. 20). Previously issued
interim financial information should
be similarly restated. Opinion Nos. 9
and 20 specify the required disclosures.

19. Contingencies that could be ex-

23. The effect of a change in an ac
counting estimate should be accounted
for in the period of change in estimate.
N o restatement of previously reported
interim information should be made
for changes in estimates, but the effect

1A draft of a proposed APB Opinion
on Reporting the Effects of Extraordinary
Events and Transactions has been exposed
for public comment. If adopted it would
supersede paragraphs 21 and 22 of APB
Opinion No. 9.
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on earnings of a change in estimate
made in a current interim period
should be reported in the current and
subsequent interim periods, if material,
and should continue to be reported in
the interim financial information of
the subsequent year for as many peri
ods as necessary to avoid misleading
comparisons.

DRAFT
of earnings. Changes that are material
with respect to an interim period but
not material with respect to the esti
mated income for the full fiscal year
or to the trend of earnings should be
separately disclosed in the interim pe
riod.
Disclosure in Com plete Interim
Financial Statem ents

24. A change in accounting principle
or practice adopted in an interim pe
riod that requires an adjustment for
the cumulative effect of the change to
the beginning of the current fiscal year
should be reported in the interim pe
riod in a manner similar to that to
be followed in the annual report.2 The
effect of the change in previously re
ported interim financial information
for the current fiscal year should be
reported in the interim period in which
the change is adopted as a determinant
of income before extraordinary items.
When the previously reported interim
information is subsequently presented,
it should be restated to give effect to
the accounting change.

27. Interim financial statements that
purport to present financial position,
results of operations and changes in
financial position should include the
same disclosures as those presented in
complete reports at the end of an
annual fiscal period (see paragraph 10
of APB Opinion No. 22, Disclosure
of Accounting Policies, with respect to
limited disclosure of accounting poli
cies in interim unaudited financial
statements).
Disclosure of Condensed or
Sum m arized Interim
Financial Data
28. Summarized financial data is fre
quently reported at periodic interim
dates in considerably less detail than
that provided in annual or in complete
interim financial statements. The Board
believes in these circumstances that
the following data should be reported,
as a minimum.3
Sales or gross revenues
Income before income taxes
Provision for income taxes
Income before extraordinary items
Extraordinary items (including re
lated income tax effects)
Cumulative effect of a change in
accounting principles or practices
Net income

25. The Board recommends that,
whenever possible, companies adopt
any accounting changes during the first
interim period of a fiscal year. Changes
in accounting principles and practices
adopted after the first interim period
in a fiscal year tend to obscure operat
ing results and complicate disclosures
of interim financial information.
26. In determining materiality for the
purpose of reporting the cumulative
effect of an accounting change or cor
rection of an error, amounts should be
related to the estimated income for
the full fiscal year and also to the trend
2 Paragraphs 20-22 of APB Opinion No.
20 provide guidance on the determination
of the cumulative effect of an accounting
change. The first two sentences of para
graph 24 above apply the guides of para
graphs 20-22 of APB Opinion No. 20 to
interim data.

3 This minimum requirement is not in
tended to expand the information required
(sales and net income) to update a sum
mary of earnings filed in a Registration
Statement with the Securities and Exchange
Commission.
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29. Primary and fully diluted earn
ings per share data should be deter
mined in accordance with the provi
sions of APB Opinion No. 15, Earnings
Per Share, and should be reported for
each period for which income state
ment data are presented.

DRAFT
cial data. Examples of such data in
clude:
Changes in accounting estimates.
Unusual items (similar to those dis
closed in annual reports, including
items such as strikes or competitor
strikes).
Contingencies.

30. When summarized financial data
are regularly reported on a quarterly
basis, the information reported at the
end of each of the first three quarters
should be presented for the current
quarter and for the year-to-date on a
comparative basis with the preceding
year (see paragraph 16).

Effects of business combinations or
divestitures.
In the event of the disposition of
a major segment of the business
or a major product line, and the
disposition will result in reclassi
fications, including presentation
of operating results in one amount
in the annual report, the results
of prior periods should be reclassi
fied in reporting interim data to
present in one net amount the
operating results of the discon
tinued business or product line so
that current reports clearly show
the continuing operations.

31. If companies report summarized
interim financial data at the end of the
fourth quarter of their fiscal years, the
disclosures set forth in this Opinion
should be made in that report. If sep
arate interim data are not reported for
the fourth quarter, extraordinary, un
usual, nonrecurring or contingent items
arising in that interim period, as well
as any material adjustments of an un
usual nature (including the aggregate
effect of smaller adjustments) in that
period, should be disclosed in an ap
propriate section of the annual report.

Changes in accounting principles
and practices.
Restatements due to prior-period ad
justments.

32. Disclosure of the impact on the
financial results for interim periods of
the matters discussed in paragraphs 1821 and 24-26 is desirable for as many
subsequent periods as necessary to keep
the reader fully informed. For ex
ample, sometimes the effect of a strike,
and the catch-up operations following
a strike, may require comment for a
number of subsequent reporting pe
riods.

Significant changes since the last
period with respect to cash, net
working capital, investments, fixed
assets, long-term liabilities or
stockholders’ equity.
34. In many cases interim financial
information (both complete financial
statements or summarized financial
data) will not be reported on by audi
tors. It is desirable that unaudited in
terim financial information be marked
"unaudited.” Terms such as "subject
to audit” may imply incorrectly that
the interim information presented will
be reported on by auditors at a later
date. If interim financial data are
summarized in condensed form, the
data should be so labeled.

33. Certain significant transactions
or events may occur in an interim
period. When knowledge of these
transactions or events is deemed neces
sary to make the interim financial data
informative to the user, they should be
disclosed in a note or otherwise set
forth in the summarized interim finan
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DRAFT
Accounting Principles Board is usu
ally impracticable. The substance of
transactions and the principles, guides,
rules, and criteria described in Opin
ions should control the accounting for
transactions not expressly covered.
Unless otherwise stated, Opinions of
the Board are not intended to be re
troactive.
Council of the Institute has resolved
that Institute members should disclose
departures from Board Opinions in
their reports as independent auditors
when the effect of the departures on
the financial statements is material or
see to it that such departures are dis
closed in notes to the financial state
ments and, where practicable, should
disclose their effects on the financial
statements (Special Bulletin, Disclo
sure of Departures from Opinions of
the Accounting Principles Board, Octo
ber 1964). Members of the Institute
must assume the burden of justifying
any such departures.

EFFECTIVE DATE
35. This Opinion shall be effective
for interim financial information issued
for external reporting purposes for all
interim periods beginning after De
cember 31, 1972. However, the Board
encourages earlier application of the
provisions of this Opinion.
NOTES
Opinions of the Accounting Princi
ples Board present the conclusions of
at least two-thirds of the members of
the Board, which is the senior tech
nical body of the Institute authorized
to issue pronouncements on accounting
principles.
Board Opinions are considered ap
propriate in all circumstances covered
but need not be applied to immaterial
items.
Covering all possible conditions and
circumstances in an Opinion of the
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